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For most of the second quarter, financial markets seemed to defy grim economic news, the continued spread of COVID-19, and 

worldwide protests against racial inequality. Enormous levels of money printing and government spending certainly helped 

the investor mood. Central banks around the world provided unprecedented support to markets and economies. On the fiscal 

side in the United States, trillions in direct payments and loans have been or are going to be delivered to impacted citizens and 

businesses. The level of stimulus globally already surpasses by far what was issued during the 2008 financial crisis.  

Around the world, equities performed strongly for the quarter. The S&P 500 Index gained an incredible 21% and, as of June 30, is 

now down only 3% for the year, despite the huge drawdown in March. 

However, there is a distinct style (or factor) bifurcation beneath the surface: The Russell 1000 Growth Index is up 10% on the 

year, while its Value sibling is down 16%. That is a stunning 26-percentage-point difference. Or, from another angle, the S&P 

500 technology sector is up 12% on the year, while the financials, industrials, and energy sectors are down 24%, 14%, and 35%, 

respectively.

Developed international and emerging-market (EM) stocks gained 17% and 19%, respectively, and outperformed U.S. stocks in 

late May and June.

Short-term interest rates are now near zero or negative in most of the developed world. The 10-year Treasury yield fell slightly this 

quarter but has revolved around 0.7% for some time. Also, investment-grade corporate bond spreads narrowed. Accordingly, core 

bonds gained another 3%.

Non-core flexible bond funds and floating-rate loan funds, which take on more risk than core bonds but have higher expected 

returns, rebounded strongly from their poor first quarter performance, meaningfully outpacing core bonds this quarter. 

Economic Review
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The second quarter of 2020 reversed much of the 
damage from the first quarter...
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...due to the record amount of government stimu-
lus.
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The Federal Reserve lent massive montary sup-
port...
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...as did governments and central banks around 
the globe.
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The 2nd quarter saw encouraging news on the vaccine 
front as well.
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In the US, states began to reopen...
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...and economic mobility numbers began to recover.
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Workers returned to their jobs...
July 2020
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...and many jobs were considered essential & 
able to adapt during COVID shutdown; so 
experienced minimal disruption.
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The pickup in employment and other parts of the 
economy has leading indicators showing signs of 
recovery.
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While the economic news is encouraging, dark 
clouds still loom. Under the surface of the drop-
ping unemployment figures is an increase in those 
workers reporting permanent layoff.
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And US GDP growth will face some time to recover 
preCOVID levels.
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And, the stock market rebound is optimistically 
pinned on the less likely 'V' shaped recovery.
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Election years are volatile - although historically end 
positive.
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And COVID cases are on the rise, and the market is de-
coupling from consumer confidence.
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The tools to dealing with a second wave vary in sever-
ity.
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Nevertheless, the US stock market has shrugged off 
these worries, and rallied sharply off March 2020 lows.
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Company earnings have begun to recover...
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...but the market seems to be trading ahead to 2021 
estimated earnings.
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Even given recovering earnings, stocks appear 
highly valued at current levels.
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Additionally, a small subset of stocks dominate 
performance.

July 2020
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Extreme volatility in the market...
uly 2020
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...leads to record cash on the sidelines...
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...while the Federal Reserve has pushed interest 
rates negative after inflation.
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The Fed intends to keep rates low for a long time.
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Not much yield can be found in safe havens 
around the globe...

July 2020



2019  September Quarterly Review

28

...making it difficult for savers and investors to keep 
up-with the rising cost of living.
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In a low-rate world, dividends are more important 
than ever.
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To generate return in the aftermath of this recession, 
investors are being pushed into risky assets, so a pru-
dent investment strategy is even more critical.
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Diversifying across stocks and bonds can smooth the 
experience and minimize losses.
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And, as always, diversification across different types of 
assets is important.
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Bear markets are painful but historically have been 
mercifully short.
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And the stock market has shrugges off worries before.
2020 July
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On the heels of steep declines huge rallies often 
come, most with lingering positive effects.
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So, as our good friends at Riverfront Investment 
Group point out - investors should build a portfolio 
strategy designed to weather storms and stick to it!
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The successful containment of COVID-19 is not a foregone conclusion. The resurgence of cases in the southern and western United 

States, not to mention in several EM countries like Brazil and India, is concerning. Local U.S. authorities have so far refrained from 

large-scale rollbacks of their reopening efforts. But if strict, widespread lockdowns return, the global economic recovery will be 

more drawn out, which would be a negative surprise for markets. There are also other uncertainties around the November election 

or the ongoing U.S.-China dispute that could disrupt financial markets.

Despite the recent uptick in COVID-19 cases, if the overall social policy response is not as draconian, then  the economic impact 

should be less extreme than during the first wave. If a more benign public health scenario plays out against a backdrop of extremely 

loose fiscal and monetary policy, then sustainable, albeit uneven, global economic recovery is possible. It’s unlikely to be a sharp 

V-shaped recovery, but something more gradual, with fits and starts along the way and with some sectors and industries doing 

much better than others. If so, corporate earnings are likely to rebound as well. 

Measured against very low interest rates—and with fears of severe recession (or worse) off the table thanks to the policy response—

this would support the view that equities and fixed-income credit sectors are relatively attractive compared to core bonds. 

Furthermore, within the equity universe, a global economic recovery, likely accompanied by a declining dollar, would be a tailwind 

for international and EM stock markets relative to U.S. stock markets, meaning a globally diversified equity exposure should lift 

portfolio returns. 

In sum, while we see several ways for portfolios to grow over the next five to 10 years, we are also bracing for a potential double-

dip back down to the late-March market lows, most likely caused by disappointing developments on the virus/medical front. So, 

portfolios are built with long-term perspective, yet with an eye on near-term risks.

Portfolio
Implications

July 2020



Disclosures 

Please remember that past performance may not be indicative of future results. Therefore, no current or prospective client should assume that the future performance of any specific investment, 
investment strategy (including the investments and/or investment strategies recommended by the adviser), will be profitable or equal to past performance levels.

Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume 
that any discussion or information contained in this newsletter serves as the receipt of, or as a substitute for, personalized investment advice from Meridian. The discussion is general in nature, 
and therefore not intended to recommend or endorse any asset class, security, or technical aspect of any security for the purpose of allowing a reader to use the approach on their own. Before 
participating in any investment program or making any investment, clients as well as all other readers are encouraged to consult with the professional advisor of his/her choosing, including 
investment advisers and tax advisors. Meridian is neither a law firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting 
advice. To the extent that clients as well as all other readers have any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged 
to consult with the professional advisor of his/her choosing.  Meridian Financial Partners, LLC can assist in determining a suitable investment approach for a given individual, which may or may not 
closely resemble the strategies outlined herein. 

Any charts, graphs, or visual aids presented herein are intended to demonstrate concepts more fully discussed in the text of this brochure, and which cannot be fully explained without the 
assistance of a professional from Meridian Financial Partners, LLC. Readers should not in any way interpret these visual aids as a device with which to ascertain investment decisions or an 
investment approach. Only your professional adviser should interpret this information. 

The S&P 500 is an unmanaged index used as a general measure of performance. The Barclays Aggregate Bond index is a generally accepted measure of bond performance. You cannot invest 
directly in an index, and therefore performance of these indices cannot be shown net of fees or expenses. These fees would, if imposed, have a materially adverse effect on performance.

All investment strategies have the potential for profit or loss. Changes in investment strategies, contributions or withdrawals may materially alter the performance and results of your portfolio. 
Different types of investments involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product (including 
the investments and/or investment strategies recommended or undertaken by Meridian Financial Partners, Inc. (“Meridian”), or any non-investment related content, made reference to directly 
or indirectly in this newsletter will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. 
Diversification does not guarantee against market losses, it is a method used to help manage investment risk.

Meridian Financial Partners, LLC, is registered as an investment adviser with the United States Securities and Exchange Commission. Registration as an investment adviser does not imply any 
certain degree of skill or training. Meridian Financial Partners, LLC’s disclosure document, ADV Firm Brochure is available at www.meridianfinancialpartners.com. Alternatively, a copy of the 
Meridian’s current written disclosure Brochure discussing our advisory services and fees is also available upon request. 

If you are a Meridian client, please remember to contact Meridian, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of reviewing/
evaluating/revising our previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory services. 
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